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Abstract 
This paper explores the impact of nationally held public debt and foreign debt on the US 
economy. It has tried to define the nationally held public debt as an additional asset for the 
private sector by insuring a source of future saving, an increase in investment capacity and a 
source of increase in demand. A linear regression analysis of 39 observations from 1970 to 
2014, using different lengths of lag, from one to five years have shown that for the first year, 
nationally held public debt has a positive and statistically significant impact on economic 
growth. However, the coefficient is not economically strong, showing an impact of only 0.36% 
of increase in US growth, resulting from a 1% increase in public debt. This result, however, is 
stronger than the outcome of the US public debt held by foreign investors. Furthermore, the 
results for the following years, though, helping to solve the correlation issue of the residuals, 
show very little economic impacts. The causality of the relation is also undetermined, the signs 
of the coefficients being different from one regression to another, and from one year to the 
next.  
Introduction 
The numerous studies on the risks for 
economic growth of a high public debt 
devote little interest to the case of 
developed industrialized countries, this 
phenomenon is more suitable for 
developing and emerging economies.  
However, since the economic financial 
crisis of 2008 and the explosion of public 
debt in most developed industrialized 
countries, discussions of the impact of 
public debt on economic growth have 
intensified. 
The studies that have been done on this 
subject highlight multiple controversies due 
to the absence of a clear and convincing 
theoretical model. First and foremost, the 
characteristics of the public debt, namely, 
the context, nature and term of debt, not to 
mention only a few of them, will lead to 
paradoxical effects of the public debt on an 
economy. On one hand, it is necessary to 
distinguish between short term and long 
term public debt because the effects prove 
to be different depending on the term of the 
debt.  On the other hand, debt can be issued 
in national currency or foreign currency, 
what confers a paradoxical character of its 
impact on the national economy.  
Furthermore, the complexity of the casual 
relationship between a too high public debt 
and economic growth is a source of 
controversy among economists.  Finally, 
the jurisdiction of issuance of the debt, ie. 
national or foreign debt, could play a role in 
the effect of public debt on economic 
growth.  Does the distinction between 
nationally owned public debt and public 
debt that is held by foreign investors make 
a difference on the impact of debt on 
economic growth of a country?  Secondly, 
the result is that abundant questions remain 
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without formal response.  The definition of 
the concept of excessive debt remains 
uncertain.  How can one define a public 
debt as too high?  In other words, at what 
level is public debt considered 
unsustainable and dangerous to a country’s 
economic growth?  What are the effects of 
public debt on private consumption, on 
domestic private savings and on domestic 
private investment?  Will there be the 
crowding out effects of government debt, in 
particular when it is “too” high?  These 
questions are and will continue to be 
subject to ongoing research because they 
remain, as evidenced by the numerous 
controversies surrounding them, only 
partially apprehended. 
Causality between high public debt and economic growth 
 
Despite numerous studies on the subject, 
the difficulty of defining the casual 
relationship between public debt and 
economic growth remains a sensitive issue. 
Panizza and Presbitero (2013)1 identified 
different researches aimed at analyzing this 
relationship.  The conclusions of these 
researches reveal the ambiguity of the 
relationship.  The authors deduced that 
there was actually no existence of a 
significant negative relationship between 
high public debt and economic growth.  
This relationship, when it exists, is not 
significant.  In addition, there is a question 
of causality.  A negative relationship 
between public debt and economic growth 
does not specify with certainty the sense of 
the relationship.  A high level of public debt 
can come from low economic growth2 with 
the state substituting the private sector to 
boost the economy.  This is generally the 
case when a country faces an economic 
crisis, or suffers from an exogenous shock 
such as a war or a natural disaster.  In this 
circumstance, the state increases the public 
debt in order to cushion the shock and 
support economic activity, while the 
country readjusts and the economy 
recovers3.  This situation characterized the 
developed industrialized countries during 
the 2007-2008 crisis, hence the explosion 
of public debt in the majority of these 
countries.  In these circumstances, low 
economic activity is associated with high 
public debt, but this is in a short period, and 
in this case, a low economic activity 
instead, causes the high level of debt4.
Public debt, a source of liquidity for the public sector 
 
Among analyzes conducted on the impact 
of debt, a share yet too narrow focuses on 
debt as a source of liquidity for the private 
sector.  This approach was developed by 
Woodford (1990)5. In his model, Woodford 
introduces two important features, the 
inefficiency of economic equilibrium and 
the imperfection of financial mediation, 
                                                          
1 Ugo Panizza Andrea F. Presbitero, Public Debt and 
Economic Growth in Advanced Economies: A Survey, 
Working paper no. 78, January 2013, 
http://dems.unimib.it/corsi/739/esercitazioni/survey_pp.p
df 
2 Kumar, M. S., and J. Woo (2010): “Public Debt and 
Growth,” IMF Working Papers 10/174, 
International Monetary Fund. 
3 Philippe Waechter, Atlantico, Paris, Juin 2013,  
which oppose the neo-classical model. 
These features would explain why certain 
economic agents are in financial hardship.  
In this context, high public debt would be 
necessary not only to achieve efficiency 
that the situation of inefficient equilibrium 
cannot produce, but also to promote access 
to capital to economic agents with 
4 Ugo Panizza Andrea F. Presbitero, Public Debt and 
Economic Growth in Advanced Economies: A Survey, 
Working paper no. 78, January 2013, 
http://dems.unimib.it/corsi/739/esercitazioni/survey_pp.p
df 
5 Michael Woodford, Public Debt as Private Liquidity, 
The American Economic Review, Vol. 80, No. 2, (May, 
1990), pp.382-388, URL: 
http://www.jstor.org/stable/2006605 
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investment opportunities, but who are 
financially constrained.  From this 
perspective, high public debt, rather than 
crowding out private investment, would 
produce the opposite effect by encouraging 
domestic private investment.  Echo may be 
made to the analysis of Woodford based on 
recent episodes of the US economy in a 
singular way, but more generally, to the 
industrialized countries.  These recent 
episodes show that in times of economic 
recession, debt supporting an aggressive 
fiscal policy to counteract the debilitating 
effects of the crisis is necessary.  The 
massive interventions of governments to 
support consumption, but especially for 
liquefying a collapsing financial sector 
remained essential.  The high public debt, 
via government spending, can be a vector 
of economic growth—especially in the case 
of a recession—but can also be a source of 
stability.  The Keynesian theory, which was 
developed in the context of the Great 
Recession of 1929 has largely focused on 
the role of public spending to support 
economic activity.  In the short term, public 
spending can be a stimulus for the economy 
according to the Keynesian mechanisms of 
economic recovery, and it should be used to 
finance emergency expenses.  Also, more 
generally, not only in time of recession, but, 
as pointed out by Woodford, the “private 
sector decisions lead to inefficient 
outcomes”. The government intervention is 
therefore necessary either through 
monetary policies, either through fiscal 
policies, or more efficiently through both, 
in order to keep a level of economic activity 
adequate with an acceptable level of 
unemployment rate. However, if an 
increase in public spending is financed by a 
tax increase and the issuance of bonds, the 
effects on growth can be quite different.  
For one thing, the tax increase will reduce 
household consumption and business 
investment, which will cause a crowding 
                                                          
6 Yeva S. NersisyanL. Randall Wray University of 
Missouri-Kansas City, Revue de l’OFCE, N.116, Janvier 
2011 
http://ecodemystificateur.blog.free.fr/public/blowup-
out effect according to the neoclassical 
approach mentioned above.  On the other 
hand, this crowding out effect will intensify 
as a result of an increase in interest rates 
driven by bond issues. 
 
However, Woodford highlights that a high 
public debt does not necessarily signify an 
increase in tax.  The cases of Japan in 1990 
and of the United States during the 2007-
2008 crisis, demonstrate the combination of 
an aggressive fiscal policy permitting the 
state to replace the private sector when the 
recessive economic situation requires and 
lower taxes to stimulate the private sector6. 
This is where the role of money creation 
can be essential due to the seigniorage 
rights that a government has. 
 
Nersisyan and Wray (2011)7 go in the same 
direction emphasizing the role of public 
debt as an asset for the private sector. 
According to their explanation, a public 
debt produces effects that differ from those 
of a private debt on the economy.  A private 
debt requires a double accounting record: 
one in the debtor’s liabilities and the second 
in the assets of the creditor.  It may very 
well be the cause of economic downturns.  
The latest global financial and economic 
crisis testifies to this fact.  The accounting 
principle of registration of private debt 
implies a risk to the creditor, to the financial 
system and to the economy in general.  A 
debtor’s bankruptcy causes losses of assets 
which can threaten the balance of the 
financial system. Especially, in the case of 
massive failure of debtors, a recession can 
occur.  Massive consumer default payments 
which are at the origin of the crisis of 
“subprime” in 2007 is a significant 
illustration.  In contrast, a public debt from 
private economic agents results in the 
account of these private economic agents of 
an asset, without consideration of a 
liability8.  This absence of liability stems 
images/Documents/Un_exces_de_dette_publique_handic
ape-t-il_reellement_la_croissance.pdf; 
7 Idem. 
8 Ibid. 
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from the fact that a sovereign state cannot 
default on its debt because of the 
seigniorage privilege it has.  The sovereign 
nations can therefore proceed with the 
creation of money at any time to meet its 
financial obligation to its creditors simply 
by crediting their account9.  First, the public 
claims available to the private sector can be 
a source for households’ savings that would 
bring them income in the future10.  Two 
effects can result from this.  An effect with 
a medium-term is that consumers holding 
public debt may have an additional income 
ensuring a higher level of consumption.  A 
long-term effect also can occur where 
claims on the public sector would result in 
a long-term savings and would produce 
future income and therefore future 
purchasing power.  This approach 
counterbalances the neoclassical approach 
of the intergenerational transfer of the 
burden of debt that would bring down the 
purchasing power of future generations.  
Secondly, they can promote private 
investment.  Thus Woodford11, in the 
perspective of putting the emphasis on 
opposite conclusions to those of the 
neoclassical analysis (crowd out effect), 
notes that public debt can “crowd in” 
private investment.  Therefore, the origin of 
the debt is of paramount importance in 
terms of its effect on economic growth.  If 
a public debt held by foreign residents 
produces interest payments and capital 
repayments, which flies out of the national 
economy, the public debt held by domestic 
residents may have opposite effects. In that 
case, the capital is retained by the national 
economy.  This nationally held public debt 
could be an additional income and a source 
of funding for private investments, used 
either in the medium or long term, and 
could help to support demand for 
consumption and therefore production, 
consolidating further economic growth in 
the long run. This study allows us to test 
this hypothesis, where the regression 
analysis distinguishes debt held nationally 
from debt owned internationally.  The 
hypothesis is that the public debt held by 
domestic residents is a factor of economic 
growth and not a source of recession. 
 
The model 
The model we use seeks to determine the 
impact of US public debt, showing 
particularly, how both national and 
international debt components affect 
economic growth.  
The classical Keynesian aggregate demand 
model setting the relationship between the 
level of GDP and its components, aggregate 
consumption, aggregate investment, 
government spending and the trade balance 
will be the foundation of our model: 
𝑌 = 𝐶 + 𝐼 + 𝐺 + 𝑁𝑋    (1) 
Where, Y stands for GDP, the measure of a 
country’s state of the economy, C stands for 
aggregate consumption, I stands for 
                                                          
9 Idem. 
10 Michael Woodford, Public Debt as Private Liquidity, 
The American Economic Review, Vol. 80, No. 2, (May, 
aggregate investment, G stands for 
government spending, NX stands for net 
export. The US government has to turn to 
public debt in its effort to balance its 
budget, hence, 
𝐺 = 𝑅 + 𝐷 + 𝑃𝑀    (2) 
Where, R stands for government’s other 
revenue, mainly referring to tax revenue, D 
stands for government debt, and PM stands 
for printing money. Government debt 
consists of national (ND) and international 
debt (ID), hence,  
𝐷 = 𝑁𝐷 + 𝐼𝐷.    (3) 
We can rewrite equation (2) as  
1990), pp.382-388, URL: 
http://www.jstor.org/stable/2006605 
11 Idem. 
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𝐺 = 𝑅 + 𝑁𝐷 + 𝐼𝐷 + 𝑃𝑀      (4) 
We derive our functional model used to 
answer our research question by 
substituting equation (4) onto equation (1). 
𝑌 = 𝐶 + 𝐼 + 𝑅 + 𝑁𝐷 + 𝐼𝐷 + 𝑃𝑀 + 𝑁𝑋      (5) 
A change in R, which essentially represents 
the level of taxes and in ND, the portion of 
the debt held nationally will cause 
aggregate consumption to change. R is 
negatively related to consumption while 
ND is positively related to it. 
𝐶 = 𝑐(𝑅, 𝑁𝐷),                       (6) 
The linear form of this equation can be 
represented as follow: 
𝐶 =  𝛼0 + 𝛼1𝑁𝐷 +  𝛼2𝑅   (7)    
  α1 is expected to be > 0 and α2 is predicted 
to be <0. 
Investment is expressed as a function of the 
interest rate r and ND, the portion of the 
debt held nationally. Investment will 
decrease when r increases. The impact of 
ND on investment is more uncertain. It will 
depend on the predominance of either one 
of the opposite effects of the public debt on 
private investment, which is either a 
decrease because of the increase in the 
interest rate, either an increase resulting 
from the additional asset it provides for the 
private sector. Our regression will show 
which one of these contrasted effect is 
prevalent in the case of the US economy. If 
the crowding out effect is predominant, 
investment will decrease when ND 
increases. However, if the wealth effect and 
the crowding in effect have a higher impact 
than the crowding out effect, an increase in 
ND will have a positive outcome on 
investment. 
𝐼 =  𝛽(𝐼𝑟 , 𝑁𝐷)                     (8) 
I can be written in a linear form as follow 
𝐼 =  𝛽0 + 𝛽1𝑟 + 𝛽2𝑁𝐷           (9)   
β1 is expected to be < 0 and β2  can be either 
positive, either negative. 
Net export is determined by R, the level 
other revenue (taxes), ND, the portion of 
the debt held nationally and ID, the portion 
of the debt held internationally. 
𝑁𝑋 =  𝛾(𝑅, 𝑁𝐷, 𝐼𝐷)  (10) 
NX can be linearly expressed as 
𝑁𝑋 =  𝛾0 +  𝛾1𝑅 + 𝛾2𝑁𝐷 + 𝛾3𝐼𝐷  (11) 
γ1 is expected to be < 0, an increase in the 
government tax revenue will affect 
negatively the net export. Also γ2 is likely 
to be < 0, an increase in ND, increasing the 
private sector assets is likely to increase 
investment and private consumption and 
hence, deteriorate the trade balance. γ3 
depends on whether there is any bilateral 
agreement between the national country 
and its creditors. If such agreement exists as 
in the form of tied debt, NX and ID will be 
positively correlated, so γ3 will be > 0. We 
assume that this kind of agreement doesn’t 
exist in the case of our model. 
So plugging equations (7), (9) and (11) in 
(5), we get 
𝑌𝑡 =  𝛼0 + 𝛼1𝑁𝐷 + 𝛼2𝑅 +  𝛽0 + 𝛽1𝑟 + 𝛽2𝑁𝐷 + 𝛾0 +
𝛾1𝑅 + 𝛾2𝑁𝐷 + 𝛾3𝐼𝐷 + 𝑅 + 𝑁𝐷 + 𝐼𝐷 + 𝑃𝑀 + 𝜖   (12) 
Transforming equation (12) we obtain, 
𝑌 = 𝛼0 + 𝛾0 + 𝛽0 + (1 + 𝛼1 + 𝛽2 + 𝛾2)𝑁𝐷 + (1 +
𝛼2 + 𝛾1)𝑅 +  𝛽1𝑟 + (1 + 𝛾3)𝐼𝐷 + 𝑃𝑀 + 𝜀    (13) 
Writing:  
θ0 = (α0 + γ0 + β0); θ0 > 0        
θ1 = (1 + α1 + β2 - γ2); θ1 > 0       
θ2 = (1 + α2 + γ1); θ2 < 0 if α2  and γ1  > 1, 
otherwise θ2 > 0. That is, if the positive 
effect of an increase of government tax 
revenue on the economy through 
government spending is higher than the 
negative impact of this increase in tax 
revenue on private consumption and the net 
6 
 
export. This means that the government 
spending will offset the drop in national 
consumption and trade balance 
deterioration. 
θ3 = β1; θ2 < 0   
θ4 = (1 + γ3); θ0 > 0 
θ5 = 0 
Equation (13) will become  
𝑌 = 𝜃0 + 𝜃1𝑁𝐷 + 𝜃2𝑅 + 𝜃3𝑟 + 𝜃4𝐼𝐷 + 𝜃5𝑃𝑀 + 𝜀            
(14) 
As we mentioned above, the impact of a 
high public debt on the economic growth of 
its country may be beneficial in the medium 
and long term, the financing of this debt by 
government bonds constituting an asset for 
the private sector.  These effects over time 
will be reflected in our model by 
introducing a delay t-n, in which t 
represents the current term while n 
represents future periods between 1 and 5 
years.  This method not only remains in line 
with our theoretical approach emphasizing 
the medium and long runs, but it also allows 
to take into account the correlation 
problems arising due to variables correlated 
with both debt and economic growth.  The 
correlation problem was treated similarly 
by Kumar and Woo (2010)12. Cecchetti, 
Mohanty, and Zampolli (2012)13, and 
Checherita-Westphal and Rother (2012)14.  
In addition, other variables such as interest 
rate and income taxes levied by the 
government can contain a delay effect 
therefore allowing for their effects on 
growth only after a period of economic 
adjustment. We will run equation (14) with 
different time lagged, including the initial 
level of GDP as shown in equation (15)  
𝑌𝑡 = 𝜃0 + 𝜃1𝑁𝐷𝑡−𝑛 + 𝜃2𝑅𝑡−𝑛 + 𝜃3𝑟𝑡−𝑛 +
𝜃4𝐼𝐷𝑡−𝑛 + 𝜃5𝑃𝑀𝑡−𝑛 + 𝜃6𝑌𝑡−𝑛 + 𝜀              (15)                                          
θ6 is expected to be > 0 
We will test whether the coefficients of 
each independent variable are significantly 
different from zero. The independent 
variables significantly influence the 
economy when the coefficients are 
significantly different from zero, θ ≠ 0.  
We will focus on whether the coefficients 
for Debt to national debt holder (ND), θ1, is 
significantly different from zero; hence, 
answering the question whether US 
government’s debt to national debt holder 
significantly influence the US economy. 
Specially, we expect to have θ1 > 0. In this 
study, our regression will omit the variable 
PM (printing money), for not having found 
a good proxy for this variable. This is why 
above we stated that the coefficient θ5 = 0. 
The time lagged model will shed light on 
the length of time for the independent 
variables to have impact on the dependent 
variable.
Analysis of the Results 
 
The regression run studies the impact of 
some independent variables like the 
nationally held public debt (ND), public 
debt held by foreign investors (ID), the 
government tax revenue (TR) and the 
                                                          
12 Kumar, M. S., and J. Woo (2010): op. cit. 
13 Cecchetti, S., M. Mohanty, and F. Zampolli (2012): 
“Achieving Growth Amid Fiscal Imbalances: The real 
effects of debt,” in Achieving maximum long-run growth 
federal fund rate (R) on a dependent 
variable, the GDP (Y). All these variables 
have been expressed in terms of natural log 
in order to take into account a change in the 
variables. Thus, the coefficients θ will 
- A symposium sponsored by The Federal Reserve Bank 
of Kansas City. Federal Reserve Bank of Kansas City. 
14 Checherita-Westphal, C., and P. Rother (2012): “The 
impact of high government debt on economic growth and 
its channels: An empirical investigation for the euro 
area,” European Economic Review, 56(7), 1392–1405. 
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represent the percentage change in 
log(GDP) due to a one percent change in 
each of the independent variables. The OLS 
method has been used. A lag period 
between 1 and 5 years has been introduced. 
The data used cover the period 1970 to 
2014 and are all been harmonized in 
constant terms, using a GDP deflator. The 
table 1 below shows the result of the 
regression. 
 
Table 1. Regression of GDP over  
nationally held public debt, foreign 
public debt, government tax revenue 
and federal fund rate  
Dependent Variable: LOG(Y)  
Method: Least Squares   
Sample (adjusted): 1975 2013   
Included observations: 39 after adjustments  
     
     Variable Coefficient Std.Error t-Statistic Prob.   
     
     C 3.060201 2.275923 1.344598 0.1955 
LOG(Y(-1)) 0.773882 0.118194 6.547552 0.0000 
LOG(ND) 0.365897 0.066700 5.485694 0.0000 
LOG(ND(-1)) -0.403684 0.112255 -3.596119 0.0021 
LOG(ND(-5)) 0.085093 0.050799 1.675078 0.1112 
LOG(ID) 0.097900 0.030090 3.253586 0.0044 
LOG(ID(-1)) -0.063724 0.045705 -1.394248 0.1802 
LOG(ID(-2)) -0.112283 0.049016 -2.290734 0.0343 
LOG(ID(-3)) 0.066992 0.049928 1.341755 0.1964 
LOG(ID(-4)) -0.066900 0.044753 -1.494871 0.1523 
LOG(ID(-5)) 0.023272 0.023676 0.982906 0.3387 
LOG(TR) 0.209131 0.048454 4.316041 0.0004 
LOG(TR(-3)) 0.075114 0.059604 1.260219 0.2237 
LOG(TR(-4)) -0.091558 0.062155 -1.473054 0.1580 
LOG(TR(-5)) 0.052153 0.049229 1.059389 0.3034 
LOG(R(-1)) -0.015777 0.007537 -2.093377 0.0507 
     
     
R-squared 0.999618    Mean dependent var 29.54145 
Adjusted R² 0.999193    S.D. dependent var 0.356742 
S.E. of regression 0.010135    Akaike info criterion -6.041850 
Sum squar resid 0.001849    Schwarz criterion -5.146086 
Log likelihood 138.8161    Hannan-Quinn criter. -5.720458 
F-statistic 2352.996    Durbin-Watson stat 1.396817 
Prob(F-statistic) 0.000000    
     
     
 
Without introducing the lags, the regression 
equation is reported below15: 
𝑌𝑡 = 3.06 + 0.36ln(𝑁𝐷𝑡) + 0.2ln(𝑇𝑅𝑡) −
0.01𝑙𝑛(𝑟𝑡) + 0.09 𝑙𝑛𝐼𝐷𝑡 + 0.77𝑌𝑡−1 + 𝜀  
Most of the variables are statistically 
significant with a t-value higher than the 
                                                          
15 For simplicity the entire equation with all the 
coefficients have not been reported. 
critical value c at 5% of significance in 
most of the cases. All the major variables 
selected (ND, ID, TR and R) without the lag 
periods show a high level of significance. 
All these variables are used in constant 
term. All the major tests have been 
performed in order to verify the accuracy of 
the model. Most of them have the 
appropriate value for a reliable regression 
except for the presence of auto-correlation, 
which has been corrected. The low Durbin-
Watson of 1.39 shows the presence of 
positive serial correlation that has been 
confirmed by the Breusch-Godfrey test 
with a probability (equals 2%) lower than 
5%. We reject the null hypothesis of no 
serial correlation of the residuals. This 
auto-correlation issue has been removed 
using a differenced model of the original 
model. It gives a probability of 5.1% 
indicating that we cannot reject the null 
hypothesis of no serial correlation in the 
new model. The R-squared and the adjusted 
R-squared have a high value of .99, very 
close to 1, specifying that almost one 
hundred percent change in GDP can be 
explained by the explanatory variables 
selected. The F-Statistic of the P-value is 
highly significant. At 5% significance level 
(q = 6, n-k-1 = 18), the critical value of c is 
2.66, which is way lower than the 2353 
value of the F-statistic. So, at 5% level, we 
reject the null hypothesis of H0: 
θ1=θ2=θ3=θ4=θ6 = 0. All the independent 
variables jointly can influence the 
dependent variable, the GDP. The residuals 
are normally distributed. The Jarque-Bera 
test of normality of the residuals performed 
shows a probability of 86.87% indicating 
that we cannot reject the null hypothesis 
that the residuals are normally distributed. 
Finally the Breusch-Pagan-Godfrey test of 
heteroskedasticity reveals the presence of 
homoscedasticity, with a probability of 
24.43% avoiding to reject the null 
hypothesis of homoscedasticity.  
All the coefficients of the variables have the 
correct sign. The nationally held public 
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debt (ND) is statistically significant, but 
economically low. A 1% increase in the 
public debt held by the US residents will 
have a positive impact of 0.36% increase on 
the US economic growth in the short run, 
but a decrease of 0.4% the year after. The 
fifth year reveals a very poor and negative 
impact on GDP. 
The Internationally held public debt (ID) 
also has the correct sign for the first year, 
and is statistically significant indicating 
that an increase in this type of US public 
debt will have a positive impact on the US 
economy, but this impact will be very low, 
because the coefficient is only .09, 
revealing that a 1% increase in ID will 
influence the economic growth only by 
.09%. However, in most of the cases, this 
increase will have a negative outcome on 
the US economy during the following years 
(the first, second and fourth years after the 
increase). Two facts at least can explained 
this negative consequence during the 
following years. First of all, the payment of 
the debt that leads to an outflow of asset 
from the US economy, and the second 
reason can be given by the concession that 
the US economy can be doing toward its 
creditors or permissive economic 
relationships that the US has to maintain. 
This can be translated by an inflow of 
foreign exports to the US economy, 
debilitating the US production. In that 
respect, China who is the major US creditor 
can be an interesting example.  
The coefficient on the government tax 
revenue (TR) is positive, is statistically 
significant and economically insignificant. 
It states that an increase in this variable will 
affect positively the economic growth, but 
slightly. A 1% increase in the tax revenue 
will increase GDP only by .2%. For the 
following years the influence is highly 
economically insignificant. The coefficient 
on the interest rate (R) has the correct 
negative sign, testifying that an increase in 
the federal fund rate will influence 
negatively economic growth. This variable 
is also statistically significant, however 
insignificant economically. 
 Conclusion 
 
The impact of high public debt on 
economic growth was mainly studied in the 
context of developing countries. More 
recently with high level of budget deficit 
along with high public debt in most 
developed countries after the financial and 
economic crises that impacted the global 
economy in 2007 and 2008, more 
emphasizes have been put on the risk for 
future economic growth of high public 
debt. In Particular the case of the United 
States that have the highest public debt in 
the developed countries has been a concern. 
However, despite of all the debates and 
warning that have been pointed out on the 
negative effect of high public debt on 
economic growth, especially after the 
conclusions presented by Reinhart C. and 
K. Rogoff through several researches, we 
still have many doubts on the real impact of 
high public debt on economic growth. The 
various other studies show few evidence of 
the negative relationship. Further, even a 
negative relation can be found, the causality 
of the relationship remains an issue. 
Regarding the case of the US, few studies 
have been developed. In particular studies 
showing the impact of nationally held 
public debt on economic growth don’t 
exist. This paper tried to estimate this 
impact in the case of the US economy. It 
shows that yet, an increase in nationally 
held public debt will have a positive impact 
on economic growth, but this impact will be 
low, about .36 (ie. a 1% increase in 
nationally held public debt will increase US 
economic growth by 0.36%). Nevertheless, 
this result is much stronger than the 0.09% 
of a foreign public debt on the US economy. 
For the following years, till five year-lag, 
the results are very mixed.  
From this study, we conclude that more 
studies are needed to develop a formal 
model to capture the impact of high public 
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debt on economic growth in developed 
industrialized countries. The debate 
remains opened. As long as a formal and 
convincing model will not be found, 
governments will continue to determine 
their public policy, based on either the 
Keynesian approach of mixed fiscal and 
monetary policies aiming to more efficient 
economic outcomes, either on a more 
liberal approach promoting the laissez-
faire, relying on the ability of the private 
sector to achieve the best economic 
outcomes by searching for self-interest. In 
the recent past history of the US, both of 
these two choices have shown some limits 
in term of public debt management.  
 
      
Appendices 
 
Test Breusch-Godfrey of no serial 
correlation 
 
Breusch-Godfrey Serial Correlation LM Test:  
     
     F-statistic 5.679652    Prob. F(2,16) 0.0137 
Obs*R-squared 16.19240    Prob. Chi-Square(2) 0.0003 
     
          
Test Equation:    
Dependent Variable: RESID   
Method: Least Squares   
Date: 05/13/15   Time: 13:20   
Sample: 1975 2013   
Included observations: 39   
Presample missing value lagged residuals set to zero. 
     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     C 0.213904 2.249684 0.095082 0.9254 
LOG(YCONST(-1)) -0.016281 0.118275 -0.137656 0.8922 
LOG(NDMCONST) 0.011727 0.054786 0.214046 0.8332 
LOG(NDMCONST(-1)) -0.019911 0.095411 -0.208691 0.8373 
LOG(NDMCONST(-2)) 0.012655 0.082383 0.153609 0.8798 
LOG(NDMCONST(-3)) -0.009341 0.082637 -0.113037 0.9114 
LOG(NDMCONST(-4)) 0.007911 0.067121 0.117866 0.9076 
LOG(NDMCONST(-5)) -0.006244 0.041610 -0.150060 0.8826 
LOG(IDMCONS) 0.021754 0.025666 0.847574 0.4092 
LOG(IDMCONS(-1)) -0.031551 0.040211 -0.784658 0.4441 
LOG(IDMCONS(-2)) 0.014867 0.040057 0.371154 0.7154 
LOG(IDMCONS(-3)) -0.002833 0.041322 -0.068547 0.9462 
LOG(IDMCONS(-4)) -0.000604 0.037104 -0.016277 0.9872 
LOG(IDMCONS(-5)) -0.000754 0.019535 -0.038599 0.9697 
LOG(RMCONST) 0.034044 0.040604 0.838431 0.4141 
LOG(RMCONST(-1)) -0.033910 0.060228 -0.563023 0.5812 
LOG(RMCONST(-2)) 0.015350 0.060564 0.253455 0.8031 
LOG(RMCONST(-3)) 0.013730 0.048808 0.281307 0.7821 
LOG(RMCONST(-4)) -0.010272 0.050623 -0.202904 0.8418 
LOG(RMCONST(-5)) 0.003305 0.045671 0.072374 0.9432 
LOG(R(-1)) -0.000153 0.006568 -0.023239 0.9817 
RESID(-1) 0.489596 0.232317 2.107449 0.0512 
RESID(-2) -0.658550 0.233863 -2.815962 0.0124 
     
     R-squared 0.415190    Mean dependent var -8.06E-15 
Adjusted R-squared -0.388924    S.D. dependent var 0.006976 
S.E. of regression 0.008221    Akaike info criterion -6.475754 
Sum squared resid 0.001081    Schwarz criterion -5.494679 
Log likelihood 149.2772    Hannan-Quinn criter. -6.123753 
F-statistic 0.516332    Durbin-Watson stat 2.408966 
Prob(F-statistic) 0.925108    
     
     
 
 
Differenced model to remove the serial 
correlation from the residuals 
 
Dependent Variable: D(LOG(YCONST))  
Method: Least Squares   
Date: 05/13/15   Time: 14:10   
Sample (adjusted): 1976 2013   
Included observations: 38 after adjustments  
     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     D(LOG(YCONST(-1))) 0.153590 0.218251 0.703731 0.4906 
D(LOG(NDMCONST)) 0.299004 0.062679 4.770375 0.0002 
D(LOG(NDMCONST(-1))) -0.124687 0.090528 -1.377334 0.1853 
D(LOG(NDMCONST(-2))) -0.081707 0.063602 -1.284652 0.2152 
D(LOG(NDMCONST(-3))) 0.018056 0.062575 0.288556 0.7762 
D(LOG(NDMCONST(-4))) -0.040627 0.055148 -0.736694 0.4708 
D(LOG(NDMCONST(-5))) 0.045803 0.054239 0.844467 0.4095 
D(LOG(IDMCONS)) 0.048566 0.031461 1.543689 0.1401 
D(LOG(IDMCONS(-1))) 0.019763 0.040930 0.482854 0.6350 
D(LOG(IDMCONS(-2))) -0.119764 0.033807 -3.542570 0.0023 
D(LOG(IDMCONS(-3))) 0.006490 0.041524 0.156286 0.8775 
D(LOG(IDMCONS(-4))) -0.085750 0.033724 -2.542703 0.0204 
D(LOG(IDMCONS(-5))) 0.023439 0.021588 1.085749 0.2919 
D(LOG(RMCONST)) 0.221397 0.049341 4.487076 0.0003 
D(LOG(RMCONST(-1))) 0.134893 0.066712 2.022036 0.0583 
D(LOG(RMCONST(-2))) 0.019304 0.052081 0.370653 0.7152 
D(LOG(RMCONST(-3))) 0.090991 0.047069 1.933142 0.0691 
D(LOG(RMCONST(-4))) 0.028426 0.052344 0.543059 0.5938 
LOG(RMCONST(-5)) 0.001540 0.000578 2.662379 0.0159 
LOG(R(-1)) -0.003498 0.002492 -1.403771 0.1774 
     
     R-squared 0.852867    Mean dependent var 0.031774 
Adjusted R-squared 0.697561    S.D. dependent var 0.020117 
S.E. of regression 0.011064    Akaike info criterion -5.864912 
Sum squared resid 0.002203    Schwarz criterion -5.003024 
Log likelihood 131.4333    Hannan-Quinn criter. -5.558259 
Durbin-Watson stat 1.661719    
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Breusch-Godfrey Serial Correlation LM Test:  
     
     F-statistic 1.485491    Prob. F(2,16) 0.2560 
Obs*R-squared 5.951046    Prob. Chi-Square(2) 0.0510 
     
          
Test Equation:    
Dependent Variable: RESID   
Method: Least Squares   
Date: 05/13/15   Time: 14:13   
Sample: 1976 2013   
Included observations: 38   
Presample missing value lagged residuals set to zero. 
     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     D(LOG(YCONST(-1))) -0.281728 0.534644 -0.526945 0.6055 
D(LOG(NDMCONST)) -0.039037 0.073103 -0.534000 0.6007 
D(LOG(NDMCONST(-1))) 0.089818 0.167023 0.537760 0.5981 
D(LOG(NDMCONST(-2))) -0.030081 0.072490 -0.414971 0.6837 
D(LOG(NDMCONST(-3))) -0.026069 0.074378 -0.350494 0.7305 
D(LOG(NDMCONST(-4))) -0.009030 0.058839 -0.153468 0.8799 
D(LOG(NDMCONST(-5))) -0.031141 0.067193 -0.463461 0.6493 
D(LOG(IDMCONS)) 0.012197 0.033422 0.364929 0.7199 
D(LOG(IDMCONS(-1))) 0.020211 0.071284 0.283533 0.7804 
D(LOG(IDMCONS(-2))) 0.014601 0.037185 0.392647 0.6998 
D(LOG(IDMCONS(-3))) -0.020454 0.056422 -0.362514 0.7217 
D(LOG(IDMCONS(-4))) 0.013226 0.034947 0.378472 0.7101 
D(LOG(IDMCONS(-5))) -0.003595 0.021136 -0.170083 0.8671 
D(LOG(RMCONST)) -0.001626 0.049228 -0.033020 0.9741 
D(LOG(RMCONST(-1))) 0.038857 0.103318 0.376090 0.7118 
D(LOG(RMCONST(-2))) 0.029739 0.073165 0.406462 0.6898 
D(LOG(RMCONST(-3))) -0.008670 0.046914 -0.184801 0.8557 
D(LOG(RMCONST(-4))) 0.013043 0.053983 0.241619 0.8121 
LOG(RMCONST(-5)) 0.000363 0.000861 0.421428 0.6790 
LOG(R(-1)) 0.000862 0.002715 0.317412 0.7550 
RESID(-1) 0.515618 0.564389 0.913587 0.3745 
RESID(-2) -0.276446 0.312709 -0.884036 0.3898 
     
     R-squared 0.156606    Mean dependent var -3.48E-06 
Adjusted R-squared -0.950348    S.D. dependent var 0.007717 
S.E. of regression 0.010777    Akaike info criterion -5.929970 
Sum squared resid 0.001858    Schwarz criterion -4.981894 
Log likelihood 134.6694    Hannan-Quinn criter. -5.592652 
Durbin-Watson stat 2.416103    
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